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General Business Conditions 


HE month of January has justified 
expectations of an improvement in the 
business situation. Activity in the 
steel and automobile industries has 
increased and has been paralleled by 
a general broadening out of business in other 
important lines. Employment reports indicate 
a substantial expansion of payrolls in the 
manufacturing centers. Sentiment among 
business men is distinctly more confident, and 
in general the business situation wears a more 
hopeful aspect than it has in some time. 


To what extent the improvement in senti- 
ment is due to the better trend in the security 
markets is impossible to say. Whether at any 
given point it should be said that business re- 
flects the stock market or that the stock 
market reflects business is always a question 
for debate. Doubtless in the long run the 
stock market will take its cue from business 
rather than the reverse, bur the two influences 
act and react upon each other, and there can 
be no doubt that the swing of stock prices is 
an important factor in shaping public 
psychology. 

Naturally, the reports of expanding opera- 
tions in various branches of industry likewise 
have been helpful to sentiment, even though 
at this stage it is difficult to differentiate be- 
tween purely seasonal and more permanent 
gains. Knowledge, also, that the country has 
come through the critical days of December 
without more serious upsets has tended to 
inspire greater confidence in the soundness of 
the economic fabric, while with some people 
a feeling of relief over the passing of 1930 and 
a tendency to see some magical significance 
in the “turn of the year” seems to be the basis 
of a not-so-well-grounded optimism. 


December Business at Low Point 


Figures which have become available during 
the past month reveal in striking fashion the 
extreme low point to which industrial activity 
fell in December. At 82 per ce1.t of the 1923- 
1925 average, the composite production index 
of the Federal Reserve Board was down 2 
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points from the November level and the low- 
est for any month since May, 1922. Moreover, 
if any allowance is made for the normal 
growth of business from year to year the cur- 
rent showing as compared with previous years 
is even worse. The Annalist’s index, for ex- 
ample, which measures business in terms of 
deviations from a computed “normal,” showed 
in December the largest decrease from the 
“normal” line recorded in any month since 
1908, while certain other business indexes, 
computed on a somewhat similar basis, show 
the downsweep to have been the deepest re- 
corded at any time in the past fifty years. 


Production of steel during December amount- 
ing to 2,008,000 tons was the smallest for the 
month since 1921, and at the rate of 38.57 per 
cent of capacity. Taking the year as a whole, 
however, the showing for the steel industry is 
not a bad one for a depression year, as may be 
seen from the accompanying diagram. 


PIG IRON 
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Production of Iron and Steel in the 
United States by Years 


Total steel production for 1930 aggregating 
close to 40,000,000 tons was down sharply from 
the record volume of 1929, but the deerease 
was considerably less violent than was experi- 
enced in 1921 or even in 1908. This was due 
mainly to the relatively high level of opera- 
tions during the first six months of the year 
when production was at the rate of 48,000,000 
tons annualiy. With this comparatively high 
total for the first half year the industry was 
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in a position to offset in part the sharper 
shrinkage in operations during the past half 
when production was at the rate of only 32,- 
_ 000,000 tons a year. An interesting fact 

brought out by the diagram, is that only four 
times over the period covered by this record 
have there been two successive years of steel 
ya decline, (1883-4, 1903-4, 1907-8, and 
918-9) and in all these periods the decline 
the first year was relatively small,—in 1907 
practically none at all. In other words, every 
year of sharply curtailed production has been 
followed by at least some gain. In 1909 the 
rebound amounted to something over half 
the decline recorded in 1908, and in 1922 the 
recovery was something like three-quarters 
of the 1921 loss. Whether history will repeat 
itself once more in this regard is an interesting 
question. That a rebound will occur from the 
low levels of the second half of 1930 seems 
assured, but whether 1931 can beat 1930, in- 
cluding the high production of the first half, 
is not so clear. 


It is true that prior to 1900 the production 
of steel was experiencing so steep an upward 
trend, that possibly the movements of iron pro- 
duction should be accepted as a better measure 
of fluctuations in the iron and steel industry 
over that period than steel. And here we do 


find an instance during the severe depression 
of the 90’s when iron production, after a quite 


severe drop in 1893, showed a further decline 
in 1894. This, however, appears to be the only 
case when anything like a sharp shrinkage in 
activity was not followed by at least some 
upturn the succeeding year. 


Reflecting further the reduced status of busi- 
ness during December, railway carloadings of 
revenue freight for the month were the lowest 
since 1921, and the value of new building con- 
tracts awarded the smallest since 1923. Few 
industries during recent years have had the 
marked and consistent growth enjoyed by the 
electrical equipment industry, yet a report on 
orders taken by the General Electric Company 
during the fourth quarter of last year showed 
a decrease of 32 per cent compared with the 
fourth quarter of 1929. And so the compari- 
sons might be extended through a host of other 
industries. 

Despite the further decline in business reg- 
istered in December, some encouragement was 
derived from the fact that the rate of decline, 
after allowance for seasonal variation, appeared 
to be slackening, thus suggesting that the turn- 
ing point might have been reached, or was 
near. This was due principally to the com- 
paratively good showing by the automobile 
industry. In that line, both production and 
sales moved against the ordinary seasonal 
trend by showing gains over November, caused 
mainly by the activity on the part of certain 
important producers in introducing new models 


somewhat earlier than usual. While December 
retail sales of motor vehicles failed by a con- 
siderable margin to reach the levels of Decem- 
ber a year ago, December production amount- 
ing to 155,601 cars and trucks surpassed that 
of December, 1929, by 30 per cent, reflecting 
efforts by these particular companies to stock 
their dealers for the Spring campaign. 


Corporation Profits 


Annual reports of corporations that were 
published during January covering the year 
1930 show a sharp decline in earnings from 
those of the preceding year, as had been ex- 
pected in view of the curtailment in business 
activity and the fall in commodity prices. 
Operating results for the final quarter of the 
year apparently were even worse than those 
of the first three quarters, in addition to which 
special charges against profits or surplus ac- 
count to adjust inventory valuations down to 
current prices were quite generally required. 
Net profits, after all charges but before divi- 
dends of 375 companies engaged in manufac- 
turing and trade, including preliminary or esti- 
mated figures for about 60 large corporations, 
aggregated $1,916,000,000 in 1930 as against 
$2,899,000,000 in 1929, representing a decline of 
34 per cent. 

Net operating income of the Class I rail- 
roads, with December partly estimated, 
amounted to approximately $885,000,000 in 
1930 as compared with $1,276,000,000 in 1929, 
representing a decrease of 30 per cent and the 
lowest year’s income since 1922. Net operat- 
ing income of the telephone companies showed 
a slight decline last year, while that of the 
95 leading public utility systems supplying 
electric light, power, gas, etc. continued its 
gain but at a reduced rate. 

On the whole, despite the bad results for the 
late months of the year, it seems likely that 
business profits will make a better showing 
than usually anticipated for a year of deep de- 
pression. The fact that business held up so 
well during the early months of 1930, coupled 
with the generally moderate stocks of mer- 
chandise which enabled business men to hold 
down inventory losses, has tended to offset 
the effects of low volume during the third and 
fourth quarters. 


The January Pick-up in Business 


With the recovery in industrial activity since 
the year-end, steel mill operations have been 
stepped up to around 46 per cent of capacity. 
While this represents a considerable percent- 
age increase from the low point, the gain 
started from such a low level that the current 
rate falls a good way short of the 74 per cent 
rate in effect at this time a year ago. Some 
disappointment has been felt that the advance 
has not been more vigorous, yet it could hardly 





be otherwise in view of the status of ultimate 
consumption. It is now clearly seen that the 
advance a year ago was too rapid and led to 
overproduction, and the feeling of most author- 
ities at the present time is that business prog- 
ress will be on a sounder basis if it moves 
slowly. 

Aside from the expansion in the steel indus- 
try, railway traffic also has given evidence of 
seasonal revival. Weekly reports on automo- 
bile production are not available, but reports 
from the manufacturing centers have indi- 
cated a steady, though cautious, expansion of 
activity, and current estimates place the prob- 
able output for the month in the neighborhood 
of 175,000 cars and trucks against 155,601 for 
December, and 273,218 for January, 1930. 

This ability of industry to rally from the low 
points of December is encouraging, and taken 
in conjunction with the improvement shown 
during most of the month in the security mar- 
kets, with evidence of the low inventories in 
many lines, and with realization of the extent 
to which industrial curtailment has been prac- 
ticed, has given rise to a feeling of greater 
confidence in some quarters that the depres- 
sion has passed its lowest point. This may 
prove to be the case, though concrete evidence 
at this stage is not very conclusive. Un- 
doubtedly the situation has numerous encour- 
aging aspects, among the most important 
of which is the aforementioned improvement 


in the security markets, and particularly the 


bond market. Revival in the demand for 
bonds, providing a market from which new 
capital requirements can be satisfied, has al- 
ways been one of the preliminary symptoms 
of business convalescence, and developments 
of the past month have indicated good pro- 
gress in this respect. At least, this was true 
up to the time when discussion in Congress of 
a proposal to pay off soldiers’ bonus certifi- 
cates in cash, involving a huge Government 
bond issue, threw a chill over the entire bond 
market and threatened to undo much of the 
good that had been accomplished. 


Factors in Permanent Recovery 


So far as the revival of manufacturing 
already witnessed is concerned, it must be 
recognized that this reflects to a large extent 
an expansion of production in preparation for 
an expected consumer demand. This is par- 
ticularly true of the automobile industry whose 
enlarged activity in recent weeks has been a 
prime factor in the stimulus to industry 
generally. It remains yet to be demonstrated 
to what extent these larger programs of pro- 
duction have been justified, and in our 
judgment the decisive test as to recovery will 
lie in the extent to which industry is success- 
ful in distributing this enlarged output to the 
consumer. This, coupled with the trend of 
building operations this Spring, particularly in 
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the residential field, should give more reliable 
indication as to whether or not the turning 
point in the depression has really taken place. 

It is idle to ignore the fact that economic 
conditions all over the world have been vio- 
lently disrupted, and that it may take time 
and patience before a new equilibrium is 
established. We are in a major depression 
which is world-wide, and as such is vastly 
complicated by all manner of perplexing ques- 
tions involving international debts, tariffs, and 
drastic and far-reaching social and economic 
changes. Retrenchment, moreover, is still the 
rule in most industries and most countries, 
and where this is the case the expenditures 
of people everywhere tend to fall not only 
to the levels of sound economy, but even 
below the level of reasonable replacement. 
That the process of correcting a period of 
over-expansion works in a crude and fumb- 
ling manner is regrettable, but in a system of 
free industry where everyone can follow the 
dictates of his own judgment, and things 
adjust themselves by the trial and error 
method, there is no other way. After all, 
people are seldom moved to mend their meth- 
ods so long as they continue to enjoy 
prosperity. Only under pressure of hard 
times are they in a mood to listen to reason 
and to be straightened out again in the path 
of sound economic principles. 

Because of the various uncertainties, any 
attempt at prediction for the near term is 
hazardous indeed. Business, however, has an 
amazing capacity for adjusting itself to all 
sorts of conditions, and we have no doubts but 
that it will emerge from the present depression, 
as from all previous depressions, in stronger, 
sounder condition for the purging process. 
Indeed, business, in our opinion, has less to 
fear from the depression itself than from ill 
conceived, though well intentioned, efforts on 
the part of government to better the situation. 


Gold Movements in 1930 


Much attention has been given in the past 
year to what has been called the maldistribu- 
tion of gold, or the tendency for gold to accu- 
mulate unduly in a few countries. It has been 
named as one of the causes of the general 
trade depression, but there is reason for think- 
ing that it should be regarded as itself a result 
of a worldwide disturbance of industrial and 
financial relations which has disrupted these 
relations and unbalanced trade. Undoubtedly 
the abnormal movements of gold have affected 
credit conditions in the countries which have 
been heavy losers, and in this manner have 
affected all business, but they are to be re- 
garded as a secondary rather than a primary 
cause. 

We have heretofore discussed the acquisi- 
tions of gold by the United States during the 
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war and in the years following, down to the 
end of 1929, also the acquisitions of France 
since the stabilization of the French currency 
in the latter part of 1926 (*). Briefly recapitu- 
lated, there had been from the beginning of 
1915 to the last quarter of 1929, three distinct 
movements of gold into the United States, 
to-wit: (1) that caused by the phenomenal 
trade balances in favor of this country during 
the war (2) that of the period 1921-24, when 
the United States was the only country on a 
free gold basis, and therefore the only coun- 
try to which gold could be sent with any cer- 
tainty as to the terms upon which it might 
be withdrawn, and (3) the movement which 
began in the latter part of 1928 and continued 
through the first nine months of 1929, which 
was influenced by world participation in stock 
speculation in New York and the high rates 
of interest ruling there. However, on account 
of gold exports in the meantime, the stock of 
monetary gold in the United States has not 
at any time up to the end of 1930 reached as 
high a point as in April, 1927. This notwith- 
standing the net gain of $310,000,000 in 1930. 

Moreover, the high figures of 1927 were 
maintained only a few months above the high- 
est previous figures, which were recorded in 
1924, so that in fact the United States has 
drawn upon the world’s new supplies of gold 
scarcely at all in the last six years, excepting 
by the retention of its own production, which 
has been about one-ninth of the world’s total. 

The acquisitions of France since 1926 appar- 
ently are best accounted for on the theory that 
they have represented a return of French capi- 
tal which had been sent abroad for safety dur- 
ing the preceding years, when the French cur- 
rency was declining in value. It is well known 
that such an outward movement did take place 
and that a reverse movement followed upon the 
reorganization of the French currency system. 
The extent of either movement cannot be 
definitely known, but it is certain that the 
French have had large credits in London, New 
York and other foreign centers, and a fair pre- 
sumption that they were so acquired, since 
France apparently has not had trade balances 
or accruing returns upon foreign investments 
which would have enabled her to draw the 
sums in gold which she has been able to take. 
The most reasonable explanation seems to be 
that, at least in large part, they represent re- 
covery of capital. The only remaining ex- 
planations would be that London has been los- 
ing its position as a central depository of 
capital and that Paris has been gaining in this 
respect at London’s expense—an assumption 
not sufficiently supported by evidence to ac- 
count for the situation—or that British invest- 
ments abroad are unduly large. 


(*) See the September and October, 1930, numbers of 
this publication, 


The perplexing and disturbing thing is the 
persistence of the movement and its effect 
upon the reserves of the Bank of England, 
which have lost approximately $50,000,000 in 
the last month, while the Bank of France has 
gained approximately $58,000,000. The Bank 
of England discount rate stands at 3 per cent, 
but this rate is not in correspondence with 
the reserve position. The Cunliffe Committee, 
created by Parliament some years ago to re- 
port upon the subject named £150,000,000 
(about $750,000,000) as the proper sum to be 
considered the minimum reserve, but the pres- 
ent reserve is about £140,000,000. But for the 
reluctance of the Bank to place British busi- 
ness under the disadvantage of dearer money, 
the discount rate undoubtedly would be 
higher. 

According to figures compiled by the Mid- 
land Bank the total of overseas public loans on 
the London market in 1930 was £108,803,000 
(about $540,000,000), against £94,347,000 
(about $470,000,000) in 1929, an increase of 
approximately $70,000,000, but this does not 
necessarily signify that the increase went out 
in gold. An opinion is current in London 
financial circles that the unfavorable condi- 
tions existing in British industry, together 
with antagonism toward the taxation policy 
of the Labor government, are causing a con- 
siderable private movement of British capital 
into foreign issues. How much of a factor this 
may be in the gold movements there is no 
way of knowing. The decline of British goods 
exports is agreed to be an important factor. 


Gold Movements from Debtor to Creditor 
Countries 


In the last two years, particularly since 
about the middle of 1929, another notable gold 
movement has developed, to-wit, from the 
debtor to the creditor countries. This move- 
ment has been mainly to the United States 
and Great Britain and from countries which 
are borrowers in the United States, Great 
Britain or the countries of western Europe. 
Doubtless these payments have been to some 
extent destined to other countries, but the 
a gold movements to and from the 

nited States and Great Britain in 1929 and 
1930 are set forth as follows: 


Principal Net Gold Movements To and From the 
United States and Great Britain 


(In Millions of Dollars) 


Imports from: 
Argentina 
Brazil 
Peru 
Colombia 














Uruguay 
Bolivia 
Mexico 
Others 


Latin AMETICA crccccrcsrssressessesseeee 

















Philippines 
Australia & New Zealand.... 
China & Hong Kong 

















Great Britain 


Total 


West & South Africa 
(mostly new gold) 





Exports to: 
United States 
France 
Germany 
Switzerland 
British India 
Poland 











310 
*Unclassified. 


The net aggregate movement to the United 
States and Great Britain in the two years, 1929 
and 1930, from the countries named below was 
as follows: 

(Estimated in Millions of Dollars) 


South America 
Australia 
Japan 
Spain 
China 
Canada 




















Together with new gold from Africa ap- 
proximately 1,250 million dollars of gold was 


received by the two countries. Of this amount 
we estimate that approximately 820 million 
eventually found its way to France, either 
directly from London and New Yerk or indi- 
rectly through Germany, Holland, etc. 


Estimated Gold Exports to France 
(In Millions of Dollars) 


From Great Britain .....cccccccccsersoors 
“ United States 
“ Germany, Netherlands, etc. 


446 

During the year 1929 the gold in the Bank 
of France increased by about 380 million dol- 
lars and in 1930 by about 467 million. 


Gold Movements Between the United States 
and Canada 

Large gold movements normally occur be- 
tween Canada and the United States, usually 
in response to seasonal demands. During the 
years of high money rates and active stock 
speculation the movement to New York was 
unusually large. The following table shows 
the aggregate of shipments both ways from 
the beginning of 1928: 


imports Exnorts Net Loss to 
to U.S. from U.S. Canada 
(In Millions of Dollars) 
102.3 22.6 — 79.7 
a 389 3 — 73.6 
36.7 — 6.0 
— 24.0 
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The loss of gold to Canada during the last 
three years of abnormal gold movements be- 
tween the two countries was therefore about 
180 million dollars, of which new gold of Cana- 
dian production was probably well over 100 
million dollars, so that the net loss of gold 
holdings to Canadian banks and the Treasury 
would be about 60 to 70 million dollars. This 
approximately checks with the decline of gold 
po by Canadian Banks and Treasury since 


Gold and Foreign Exchange of Central Banks 
and Governments on December 31, 
1928, 1929 and 1930 


The following table gives the gold holdings 
of the principal Central banks and governments 
at the end of each of the calendar years 1928, 
1929 and 1930, and also their foreign exchange 
holdings, so far as disclosed by published 
reports. The countries are grouped for the 
purpose of giving them by continental divi- 
sions and also as capital-importing and capital- 
exporting countries. The Central bank dis- 
count rates are also given. 


These figures show the United States, 
France, Belgium, Sweden and Switzerland to 
have been the principal gainers in gold and 
foreign exchange. Although Great Britain has 
had unusually large receipts from the South 
African mines and certain debtor countries, 
particularly Australia, her holdings are lower 
than two years ago. Sweden has gained sub- 
stantially in foreign exchange, while the 
Netherlands has gained in exchange only 
slightly more than she has lost in gold. Aus- 
tria shows a substantial gain in gold and 
foreign exchange, but this is accounted for by 
a loan placed in London last summer. The 
last monthly Review of the Midland Bank, 
London, commenting upon London’s receipts 
and shipments in the last year says that “Lon- 
don acted merely as the conduit for the world 
flow of monetary gold.” 

On the whole there has been a concentration 
of gold in the first group. All of the other 
groups have lost gold, and the third, fourth 
and fifth groups have lost both gold and for- 
eign exchange. The South American group 
has had the heaviest losses, but Japan and 
Australia have lost important amounts. The 
total gold exports of Japan have been offset in 
part by receipts from the continent of Asia, 
and the exports by the Commonwealth Bank 
of Australia have been covered in part by 
transfers from other Australian banks and by 
the country’s gold production. 


The General Situation 
Of the debtor countries it may be generally 
said that their gold losses have been due (1) 
to an increase of foreign indebtedness in recent 
years, which has increased the fixed charges 
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Gold and Foreign Exchange Holdings of Central Banks and Governments 
As of the Final Statement in 1928, 1929, 1930 


(In Millions of U. 8S. Dollars) i or 
ates 
Gold Holdings Foreign Exchange Holdings (In effect 
1928 1929 1930 1928 1929 1930 Jan. 2, 1931) 
Capital Exporting Countries 


United States .....cccccccoceoee $3,746 $3,900 $4,224 
Great Britain 748 710 724 
France 1,253 1,633 
Belgium 126 163 
Switzerland 103 115 
Sweden 63 66 
Netherlands ...... 180 


$6,214 $6,767 


Countries of Central and Northern Europe 
Germany 
Italy 
Austria 
Czechoslovakia 
Denmark 
Norway 
Finland 



































2 $1,067 $ 971 

Capital Importing Countries of Eastern and Southeastern Europe 
Poland $ $ 3 
Hungary 9 
Roumania 
Jugoslavia 
Greece 


Bulgaria 

















$ 199 


Capital Importing Countries of South America 
Argentina $ 433 $ 410*** 
Brazil 151 10*** 
Chile 8 8t 
Peru 21 18** 
Colombia 22 18 

















Other Capital Importing Countries 
South Africa 39 
Canada 114 
Java 68 
Japan 529 
Australia 108 
Spain 494 495 


$1,352 $1,285 $ 























NOTE: 
*End of November, 1930. Argentina: Gold in the Conversion Office and Bank 
** January 23, 1931. of the Nation. 
*** Partly estimated. Brazil: Gold in the Stabilization Office and Bank 


of Brazil. 
t December 12, 1930. Canada: Government Reserve against notes and 
ttAverage discount rate for commercial savings deposits and gold deposits of 
paper in November. chartered banks in the central reserve. 
United States: Treasury and Federal Reserve Bank gold 

holdings. 


Recapitulation 








(In Millions of U. S. Dollars) 


Gold Holdings Foreign Exchange (Gold Abroad) 
1929 1930 1928 1929 1930 


Capital Exporting Countries $6,767 $7,613 $1,557 $1,329 $1,434 
Change over 1928 : 553 + 1,399 — 228 — 123 
Capital Importing Countries 
Central & Northern Europe...... 571 574 
Eastern Europe .... . 9 221 133 
South America . 103 65 
Australasia & OtherS............... 1,352 1,285 36 81 

















Total . $3,414 $3,090 $1,106 $ 991 $ 853 
CHANGES OVE 1928.....ccervccecssssssrsere serseere ——~ 824 — 115 — 268 
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which they have had to meet abroad, on 
account of both governmental and private bor- 
rowing; (2) to larger importations of foreign 
goods, resulting from a feeling of assured pros- 
perity, itself partly resulting from the expen- 
diture of the proceeds of numerous foreign 
loans; (3) good prices for their products, 
which in the case of coffee had been sustained 
at an artificial level by means of government 
credit; and on the other hand to the heavy fall 
of prices in the past year, which has been 
greater in their own products than in the goods 
they have imported. These countries were 
thus caught with a gap between the value of 
their exports and the aggregate sum of imports 
and interest obligations. 

Only two ways of bridging this gap were 
open to them, viz: more foreign borrowing or 
resort to the use of their gold. Some of them 
have increased their borrowings abroad, but 
they do this with reluctance, and in some cases 
economic and political conditions have been 
unfavorable to the negotiation of foreign 
loans. Nearly all of them have resorted to 
shipments from their gold reserves, which have 
had the effect of contracting credit and slowing 
down business of all kinds. They have ail 
resorted to a drastic curtailment of goods 
importations, which has had a marked effect 
upon the volume of foreign trade and of course 
upon the industries of the countries with which 
they have been trading and of whom they have 
been borrowing. Exchange relations with these 
countries are more disordered than the gold 
shipments might be thought to indicate, inas- 
much as the shipments in many cases have 
been only to provide funds for government 
payments, and exchange for other purposes 
has been very difficult to obtain. 

Much has been written and said about the 
duty of creditor countries to lend freely in an 
emergency of this kind, to aid the debtor 
countries in adjusting their affairs, furnishing 
employment to their people and sustaining the 
purchasing power of their populations in world 
markets. Theoretically there seems to be 
much force in such arguments, but it must not 
be forgotten that bankers cannot distribute 
securities unless the ultimate investor is will- 
ing to take them, and the individual investor 
is not as a rule moved to buy securities by the 
considerations named, particularly if the news- 
papers are carrying reports of political revo- 
lutions and general economic disturbance af- 
fecting the prosperity of the countries con- 
cerned. Low market prices for outstanding 
issues of the same countries, indicating that 
holders are sacrificing them, practically pre- 
vent the sale of new issues upon anything like 
normal terms. Communistic talk about the 
subordination of “rights of property” to “hu- 
man rights,” naturally do not help a critical 
credit situation, but it should be said that al- 


most without exception the responsible gov- 
ernments of the debtor countries are meeting 
their problems with a high sense of the sanc- 
tity of obligations. 

The London Statist of January 10, discus- 
sing the tendency for gold to accumulate in 
the United States and France and the inability 
of the Bank of England to increase its re- 
serves, comments upon the situation as fol- 
lows: 


In these days of political unrest and economic de- 
pression the diffidence of the investor can be readily 
understood. Even short term capital is being para- 
lysed by the same forces of uncertainty. It is not so 
much the inadequacy of our money rates that has led 
to the withdrawal of foreign funds from London, 
as the uncertainty of the political and economic outlook 
in this country. It is by no means certain that under 
present circumstances French money would return to 
London even if our Bank rate were increased to 4 per 
cent, while the Paris rate remained at 2 per cent. 
Monetary policy today is being fashioned for us not so 
much in bank parlours as in the coal fields of South 
Wales, in the textile districts of Lancashire, in the 
offices of Trades Unions and of employers where de- 
cisions are being taken to strike, or not to strike, to. 
arbitrate, or to “fight it out.” These decisions and 
their effects on our export trade have an influence both 
on our credit abroad and on our daily balance pay- 
ments, which is greater than that of any step which 
might be taken in the purely monetary sphere. 


The hasty withdrawal of the equivalent of 
several hundred million dollars of short term 
funds from Germany as a result of the Ger- 
man election in September, and the current 
high yields upon foreign securities quoted in 
the markets, reveal the apprehensions of in- 
vestors. 

In five countries of Latin America the gov- 
ernments which were in power at the begin- 
ning of 1930 have been overthrown by revolu- 
tions, and in several others revolutionary 
movements have been known to be active. 
These conditions of course are unfavorable 
to business, involve expenditures that can be 
ill-afforded and are disturbing to credit. 


Difficult Situations 





Australia has passed through a difficult year, 
having been very hard hit by the fall of wheat 
and wool prices. Moreover, not only were 
wheat prices low throughout the year, but the 
crop was a short one. The value of the prin- 
cipal exports of the country in the fiscal year 
ended June 30, 1930, dropped approximately 
$200,000,000 from the value of corresponding 
exports in the preceding year. These condi- 
tions have created an exchange situation hard 
to deal with, for Australia is not creating 
credits abroad in sufficient amounts to cover 
the payments she has to make in the way of 
interest payments and importations. Interest 
payments upon public indebtedness are main- 
tained, but remittances upon private account 
are paying very high exchange rates—at pres- 
ent £130 in Australia for £100 in London. 
This is the official rate upon approved trans- 
actions, and many business drafts on Australia 
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at present are uncollectible because exchange 
cannot be obtained. The governments of the 
Commonwealth and of the States are facing 
serious deficits in their budgets. 

The government of the Commonwealth is in 
the hands of the Labor party, which unfortu- 
nately has a left wing which is fertile in radical 
expedients. This group has opposed proposals 
for reducing government expenditures and ad- 
vocated increased expenditures with paper 
money issues to meet them, a moratorium for 
debt payments and a scaling down of interest 
charges on the public debt. However, the 
responsible leaders of the Labor party have 
not adopted these views, but have given assur- 
ances that Australia will meet her obligations 
to the last penny. Furthermore, they have 
carried measures for the reduction of gov- 
ernmental expenses, including 10 per cent on 
salaries and wages of all government em- 
ployes. On account of the extensive activities 
of the Australian government in the operation 
of public utilities, this order affects, according 
to the reports of United States consular offi- 
cials, approximately 50 per cent of all Aus- 
tralian wage-workers. 

Drastic measures have been adopted for the 
reduction of unnecessary importations, includ- 
ing an embargo on an extensive list of goods. 

As a result of these measures and the gen- 
eral effects of the depression, imports for the 
four months, July to November, 1930, were 
£27,212,000, against £50,778,000 in the corre- 
sponding months of 1929. Exports in the same 
period were £32,133,000, compared with £34,- 
844,000. This indicates that the situation is 
coming under control. 

The Commonwealth government had under- 
taken to support the price of the present har- 
vest of wheat at 73 cents per bushel, but in- 
ability to provide the necessary funds has com- 
pelled abandonment of this plan. 

The total public debt is about £1,100,000,000, 
of which about 48 per cent was issued in Aus- 
tralia, 48 in London and 4 per cent in New 
York and elsewhere. Against the debt are 
such tangible assets as the railways, harbour 
works, irrigation works, public lands, etc. 

Internal loans of the Commonwealth and 
State Governments maturing in December, 
1930, aggregating £28,000,000 (approximately 
$140,000,000) have been met by a popular in- 
ternal loan to which 117,000 individual sub- 
scriptions were received. This may be taken 
as a popular reply to the irresponsible sug- 
gestion that the public debts be scaled down. 

The natural resources of Australia are very 
great, the population is energetic and enter- 
prising, and there is no reason to doubt that 
the country will triumph over its temporary 
embarrassments. Despite the large gold ship- 
ments to London by the Commonwealth Bank 


in the year ended June 30, 1930, the Bank on 
that date still held a reserve of 44.38 per cent, 
against a statutory requirement of 25 per cent. 


Japan 

Japan went off the gold basis in 1917, but 
was almost ready to regain it in 1923, when 
the great earthquake and fire occurred and ne- 
cessitated postponement. Resumption of free 
gold payments was inaugurated in January, 
1930, and a resulting loss of gold was fully ex- 
pected. In view of the unfavorable trade con- 
ditions of the past year the amount may be 
considered relatively small rather than large. 
The heavy fall in the value of her chief export 
commodity, silk, and the injury to her export 
business with China and India resulting from 
the disturbed political and business conditions 
in those countries, have been important fac- 
tors in the depletion of her reserves. Never- 
theless, the Bank of Japan remains strong in 
gold, its reserves being up nearly 200 per cent 
from 1914 figures. Mr. J. Inouye, Minister of 
Finance, in his speech at the opening of the 
Imperial Diet, 59th Session, on January 22, 
1931, reviewed the business situation and the 
state of government finances in a conservative 
but assured manner. He referred to the coun- 
try’s foreign trade and to gold exports in the 
following language: 

The commodity export including Japan proper 
Chosen and Taiwan amounted to Yen 1,518,000,000 
last year and the imports Yen 1,680,000,000, the ex- 
cess of import being Yen 161,000,000. As compared 
with the year before last, last year’s export declined 
Yen 699,000,000 and the excess of import by Yen 9,- 
000,000. This shrinkage of foreign trade was attrib- 
uted more to the price decline than to the decrease of 
quantities. 

In the light of the fact that our excess of imports 
over exports was cut down by over Yen 9,000,000 dur- 
ing the period covering the first year since the lift- 
ing of the gold embargo and handicapped by the 
world depression, I do not see any reason to enter- 
tain pessimistic views. 

Offsetting last year’s gold export amounting to Yen 
308,000,000, the Bank of Japan received some specie, 
leaving its net loss of gold at Yen 247,000,000 on De- 
cember last. The gold held by the Bank was Yen 
824,000,000 at the end of last year. The foreign cur- 
rency securities held by the domestic banks and com- 
panies were increased by more than Yen 100,000,000 
during the past year. 

While naturally nobody would venture to predict 
the immediate turn to booming conditions, there is at 


present indications in every field that business is re- 
covering with steady pace. 


Argentina 


Argentina had poor crops last year and a 
low price for her principal export commodity, 
wheat, also low prices for wool. Up to the 
middle of December shipments of wheat in 
1930 had aggregated only 2,220,000 tons, 
against 6,690,000 in the corresponding period 
of 1929. Under the effects of such a deficiency 
business conditions naturally have been very 
unsatisfactory. About $175,000,000 of gold 
was lost in 1929, and gold payments were sus- 
pended in December of that year to prevent 
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more from going, with the tightening of the 
credit situation which results under the cur- 
rency system of that country. The suspension 
of gold payments in the face of an unfavor- 
able balance of payments, resulted in currency 
depreciation, which now is about 30 per cent. 
Arrangements are announced by which the 
Bank of the Nation, which never has had the 
powers of a modern central bank of issue, 
will obtain gold from the Conversion Fund to 
support the exchanges until a more compre- 
hensive plan of action can be adopted. About 
$25,000,000 has been shipped for this purpose. 
In view of the adverse balance of payments 
and the unbalanced budget it may be no dis- 
advantage, temporarily, that exchange rates 
shall be low, as it is one of the most effective 
influences for curtailing imports. 

The government is embarrassed not only by 
the decline in revenues but by a large floating 
debt, 1,200,000,000 paper pesos (about 510 mil- 
lion dollars at the par of exchange) inherited 
from the former regime, but is taking vig- 
orous action for the reorganization of the 
departments and the enforcement of economy. 
Import duties are being generally advanced. 
Fortunately, the country’s gold holdings are 
large, possibly the largest in the world in 
proportion to the outstanding currency, there- 
fore ample to take care of the requirements 
actually necessary. 


Gold is held in the official Caja de Conver- 
sion, the Banco de Nacion, and in other banks, 
and the holdings at the dates named below 
have been as follows: 


Gold Holdings of Argentina 
(in Millions of United States Dollars) 


Dec. Dec. Sept. Dec. 
1929 1930 1930 


Caja de Conversion 404 427 410* 
Banco de la Nacion 29 6 0 


433 433 410 
Other Banks 11 9 9 


* Estimated. 


Argentina has good crops of wheat and lin- 
seed this year, and although prices are low, 
this, with the curtailment of imports brought 
about by business depression and increased im- 
port duties, is expected to better the exchange 
situation. 

Uruguay 

Uruguay has lost about $8,000,000 of gold 
during the year, and although still holding sub- 
stantial reserves is not paying gold freely and 
the currency is much depreciated. This policy 
probably has been due in part to a similar 
policy on the part of the neighbor, Argentina, 
as well as to its own position in the foreign 
exchanges. The government obtained a for- 
eign loan of $17,000,000 for public works in 
May, 1930. With any improvement in the 
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prices of agricultural products, particularly 
wool and live stock, conditions in Uruguay no 
doubt would improve promptly. The wool clip 
this season is a record one. 


Brazil 


Brazil has been involved in much confusion, 
partly economic and partly political. Gold has 
been shipped freely to meet government obli- 
gations abroad, until the reserves in the 
country are practically exhausted. However, 
a comprehensive plan of fiscal and currency 
reform is under consideration. The Federal 
Government has invited Sir Otto Niemeyer, 
of the Bank of England, to visit Brazil, and 
advise upon the contemplated proposals. The 
scope of these is outlined in the following 
announcement, given out in London and Rio 
de Janeiro: 

The Brazilian Government, with the consent of the 
Bank of England, has invited Sir Otto Niemeyer to 
proceed to Brazil and advise upon the execution of an 
agreed plan covering: — 

1. The prompt reconstitution of the Bank of Brazil 
as an orthodox central bank on independent lines. 

a Monetary reform and stabilization of the ex- 
. gy ~ of Budget balance and the publica- 
tion of periodical Budget figures. 

4. Limitation of direct or indirect foreign borrow- 
ing by the Brazilian Federal Government, States, or 
Bank of Brazil, in accordance with a scheme to be 
agreed. 

Meanwhile the press carries a report of a 
new loan of £6,500,000, or about $32,500,000, 
obtained in London, by the National Bank of 
Brazil, upon the guaranty of the Federal Gov- 
ernment. 

The moratorium established at the time of 
the revolution is being gradually lifted and 
will be entirely worked off by the end of 
February. 

A moratorium for sixty days went into effect 
all over the country on January ist, subject to 
the requirement that 25 per cent must be paid 
upon matured indebtedness every 15 days, 
which contemplates complete discharge by the 
end of February. 

The terms of the Coffee Realization Loan of 
1930 are being carried out by monthly ship- 
ments of coffee as provided, but the coffee in- 
dustry is still depressed and its future clouded 
by the great stocks accumulated under the 
valorization plan. 

Imports into Brazil have undergone a great 
reduction in the past year, with the result that 
the country had a favorable merchandise trade 
balance of approximately $40,000,000 in the 
first nine months of 1930. This rate, however, 
will not give a favorable balance of payments 
when interest obligations abroad are included. 
Exchange rates on the milreis are down ap- 
proximately 33-1/3 per cent in comparison 
with the rates prevailing prior to the break in 
coffee prices, but there has been no embargo 
upon the payment of drafts representing im- 
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ports. Exchange transactions representing 
transfers of capital out of the country are 
restricted. 
Peru 

Professor E. W. Kemmerer has been en- 
gaged by the Reserve Bank of Peru, with the 
approval of the Government, to review the 
financial situation of that country and has gone 
there with a corps of assistants to perform the 
task. This Reserve Bank was established in 
1922, but never has been able to effectively 
control the exchanges. Formerly the mone- 
tary unit was the Peruvian pound, correspond- 
ing to the British pound, but for a number of 
years the exchange had been about $4, until 
February, 1930, when a new monetary unit, 
the Sol was established, having a par value of 
40 cents in United States money, ten soles be- 
ing equivalent to the old pound. This currency 
is now depreciated about 25 per cent. The 
government revenues have been much reduced 
and the enforced suspension of public works 
for lack of funds to continue them, and cur- 
tailment of mining operations, have contributed 
to the state of unemployment and business de- 
pression. Service upon the foreign debt has 
been met thus far by timely aid rendered by 
the Reserve Bank, local banks and business 
interests. The Reserve Bank had about $21,- 


000,000 of gold and foreign exchange on 


January 23, 1931. Drafts upon these reserves 
are being made only with the approval of the 
government, and the latter’s policy probably 
will not be determined until after conference 
with the Kemmerer Commission. 


Colombia 


Colombia was caught by the depression in 
the midst of an extensive program of public 
works, and with a heavy decline of revenues 
has faced a large deficit in its budget, result- 
ing in a floating debt of about $32,000,000. 
The government has adapted itself to the sit- 
uation as best it could, making heavy reduc- 
tions in contemplated outlays, reorganizing 
services to accomplish economies and resort- 
ing to new taxation. Happily exports have 
held up remarkably well, and imports having 
declined heavily, the favorable trade baiance 
in the six months ended June 30 was the larg- 
est ever known, approximately $48,000,000. 
The Bank of the Republic has lost a compara- 
tively small amount of gold, although its for- 
eign exchange holdings have been materially 
depleted. The currency has been maintained 
practically at the gold value. The political 
situation thus far has been favorable to united 
national efforts. The Liberal party, under the 
leadership of Dr. Enrique Olaya Herrera, won 
the last election, but in view of the crisis con- 
fronting the country, he invited certain of 
the leaders of the Conservative party, expe- 
rienced in public affairs and of large influence 


in the country, to accept important positions 
in his Cabinet. They accepted in like spirit and 
the effect has been to lessen partisan contro- 
versies and unite the country in dealing with 
the complex situation. This action of the lead- 
ers of the two parties has made a very favor- 
able impression abroad as well as at home. The 
government has received substantial financial 
assistance in New York, and more is in pros- 
pect. The resources of the country are very 
great, and with time to work out its tempo- 
rary difficulties undoubtedly will get its affairs 
in order. 
Chile 


On the whole Chile has seemed to pass 
through the year 1930 with fewer signs of 
serious disturbance than any of the neighbor- 
ing countries. One favorable circumstance 
has been that she has been enabled by foreign 
loans to continue a public works program 
which has provided an important amount of 
employment for labor. 

Production in the copper industry has been 
about 15 per cent below that of 1929, which, 
on account of low costs, is a better record than 
most copper-producing countries have been 
able to make. The nitrate industry has been 
more seriously depressed, on account of the 
worldwide depression in agriculture and also 
on increased production of nitrate from other 
sources. Formerly the nitrate industry was 
a very important source of income to the gov- 
ernment, but in recent years this situation has 
been changing, so that an increasing proportion 
of the revenues has been coming from other 
sources. During 1930 the revenue from ni- 
trate did not fall below the budget estimate. 
The industry is now undergoing reorganiza- 
tion and consolidation for the purpose of re- 
ducing costs, and an understanding has been 
arrived at with the principal synthetic pro- 
ducers of Europe which is expected to pro- 
duce better net results without raising prices 
to consumers. 

Notwithstanding the business depression 
and its natural effects upon the revenues, the 
year closed with the budgei approximately in 
balance. For the ensuing year the Treasury 
contemplates a reductton of 120,000,000 pesos 
in expenditures, which represents sharp econ- 
omies in administrative expenses, including 
varying reductions in the pay of government 
officials and employes. 

The foreign trade figures of Chile for 11 
months of 1930, show a decline of exports 
from 2,294,000,000 pesos in 1929 to 1,325,000,000 
in 1930, or 42 per cent, while imports declined 
from 1,618,000,000 to 1,398,000,000 or 13.5 per 
cent. This compares with a favorable trade 
balance in 1929 and preceding years. Import 
duties now have been substantially advanced. 


The Central Bank of Chile has been in a 
strong position throughout the year. Its gold 
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holdings, including gold abroad, have been 
constantly above both the note circulation and 
deposits, the percentage at the end of October 
being about 105 per cent. On account of the 
adverse balance of trade, holdings of gold 
abroad declined from $49,000,000 at the begin- 
ning of the year to $36,000,000 on December 
12, 1930. The currency has been maintained 
in stable relations to gold. 


Bolivia, Ecuador and Venezuela 


The low prices of the export products of 
Bolivia, particularly tin, have very much de- 
pressed business in that country and reduced 
the government’s revenues. The latter 
amounted to about 48,000,000 bolivianos in 
1929, 34,000,000 in 1930 and the estimate for 
the current fiscal year is 28,000,000. The debt 
service requires 16,000,000 bolivianos, or not 
quite $6,000,000. Interest payment on a $13,- 
000,000 loan is in default since January 1, 1931. 

,The Central Bank of Bolivia at the end of 
September held 45,000,000 bolivianos of gold 
against 49,000,000 bolivianos of note and de- 
posit liabilities. The par of the boliviano is 
36.5 cents, United States money. The cur- 
rency has been maintained at stable relations 
to gold. 

Conditions in Ecuador have been similar to 
those in other countries, the chief export prod- 
uct, cocoa, having suffered in price along with 


other products. The Central Bank of Ecuador 
holds a strong reserve position, notwith- 
standing a loss of a part of the gold which it 
actumulated through the Swedish loan in 1927. 
THe currency and exchange have been main- 
tained. 


The Kemmerer Central Banks 


All of the Central banks organized by Pro- 
fessor Kemmerer in South America have 
passed through the crisis of the last year suc- 
cessfully, meeting all their own obligations at 
face value, and thus far maintaining the ex- 
changes of their countries at par or better. This 
demonstrates that they were organized on 
sound principles. Even if exchange notes 
should depreciate, no reflection necessarily 
falls upon the Central Bank, for that institu- 
tion is not responsible for excessive foreign 
borrowings or adverse trade balance. It is 
responsible only for the immediate discharge 
of its own liabilities. 

Venezuela is pre-eminent among all nations 
for freedom from financial troubles, so far as 
the government is concerned. The National 
government is out of debt, except for certain 
bonds not yet due, but for which the money is 
waiting in the hands of the trustees. The 
currency has been maintained practically at 
par. Business naturally is feeling the effects 
of low prices for the country’s products. 
Venezuela by contrast affords a lesson of the 


advantages of freedom from a troublesome 
public debt in a crisis. 


Situation in Great Britain 


The industrial situation of Great Britain is 
now more serious than at any time since the 
war. The number of persons on the dole is 
larger than in 1921. Instead of recovering 
trade which drifted away during the war there 
is reason for those whose fortunes and living 
are dependent upon British industry to fear 
that they are losing more. 


The foreign trade of Great Britain is larger 
in proportion to the total than the foreign 
trade of any other country, and it consists in 
the main of an exchange of manufactured 
goods for foodstuffs and raw materials. It is 
between these classes that the chief disruption 
of values has occurred. Professor Henry Clay, 
one of the emirent economists of England, for 
many years professor of economics in the 
University of Manchester, in a radio address 
given within the past month gave his views 
upon the situation, and an extract from the 
address is given below: 


The average of the prices we pay for our imports 
is now only 18 per cent above the pre-war level; the 
average price we get for our exports is still 51.8 per 
cent above the pre-war level. Part of the difference 
is accounted for by the higher average quality of our 
exports, but in the main it means we are expecting 
to get more for what we supply the rest of the world 
while paying less for what we take from the rest of 
the world. We cannot be surprised that our exports 
in quantity are less by more than a quarter than they 
were before the war. 

World prices, as measured by The Statist index 
number, have fallen 36% per cent since 1924 and are 
now only 4.2 per cent above pre-war. The price level 
in this country, as measured by the Ministry of 
Labor’s cost of living index number, has fallen only 
11.38 per cent and is still 57 per cent above the 1914 
level. Hourly wage rates have changed little since 
1924 and are nearly double the pre-war average. 
Taxation and compulsory contributions to social in- 
surance have been increased, while prices are falling. 
Interest rates show a discrepancy; short-term rates 
for over a year have been low, but long-term rates 
remain high by pre-war standards. 

Discrepancies like these are evidence both of dislo- 
cation and falure to adjust our costs to world price 
levels. We are trying at one and the same time to 
induce the world to buy more from us and to charge 
the world more than the world thinks our products 
are worth. 

But the chief evidence of failure to adjust ourselves 
to the changed post-war world is found in the figures 
of unemployment itself. 


The maladjustment primarily is in produc- 
tion, from which results the disruption of price 
relations. Eventually, unless an increase of 
consumption raises the prices of the cheap 
commodities, or other commodities come down 
to restore the balance, a redistribution of the 
workers will somehow have to take place in 
order to restore general employment and nor- 
mal prosperity. 

Nothing is more certain than that the indus- 
trial organization must find support within it- 
self. It supplies its own markets and consumes 
its own products when the relations between 
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the industries are normal. When they are not 
normal, and the exchanges cannot be readily 
made, consumption, production and employ- 
ment all fall off. 


Money and Banking 


The past month has seen an accentuation of 
ease in the money market, caused by return 
flow of holiday currency from circulation, 
heavy imports of gold, and continued decline 
in the volume of credit employed in carrying 
securities. By the middle of January member 
banks in this city had completely liquidated 
all indebtedness contracted at the Federal Re- 
serve Bank during December, and were finding 
it difficult to employ their funds, with the re- 
sult that reserves have been running consid- 
erably in excess of requirements. Reflecting 
this piling up of surplus funds, money rates 
have shown further declines. Rates for Stock 
Exchange call loans dropped to 1% per cent 
on the Exchange, with the rate often quoted 
on the “outside” at 1 per cent, and large sums 
unlendable at that figure. Time rates declined 
to 14%-2 per cent for periods of 30-60 days 
and 134-2 per cent for 90 days, the lowest in 
many years. Bankers’ acceptance rates were 





cut to 1% per cent bid, 13% per cent asked for 
90-day maturities, with some short bills going 
at 1% per cent, the lowest rates since the estab- 


lishment of a bill market. Late in the month 
bill rates were marked up % for all maturities. 


At the Federal reserve banks the movement 
towards lower discount rates, initiated by the 
New York bank with a cut to 2 per cent in 
December, was extended by reductions from 
3 to 24% per cent at the Federal Reserve Bank 
of Boston, and from 3% to 3 per cent at Chi- 
cago, Cleveland, St. Louis, Atlanta and San 
Francisco. Other reserve banks continued at 
3¥4 per cent. 

Gold movements during the month disclosed 
a gain of $39,000,000, of which $24,000,000 
came from Canada, $5,000,000 from Argentina, 
$3,750,000 from Japan, $2,900,000 from Colom- 
bia, and $2,200,000 from Cuba. In addition to 
these imports, $12,000,000 was released from 
earmark at the Federal Reserve Bank, making 
a net gain of $51,000,000 for the month in 
monetary stocks, and bringing the total to the 
highest on record. 


The Banking Situation 


(Banking conditions during January gave evi- 
dence of a gradual return towards normal, fol- 
lowing a period of rather acute public uneasi- 
ness regarding the situation in December. The 
excess of currency above normal seasonal 
needs, called into circulation over the year-end 
by a tendency on the part of the public to 
hoard funds and on the part of banks to build 
up currency reserves against possible with- 
drawals, has been slowly subsiding. The fol- 


lowing table reflects the trend of currency over 
recent weeks and indicates how the amount 
outstanding rose in December and early Janu- 
ary from a point well under the level of the 
previous year to a point well above. After 
the first week of January, however, the margin 
above a year previous has been gradually dim- 
inishing)) 

Money in Circulation 

(In Millions of Dollars) 


1930-31 Year Previous 

$4,491 $4,830 
4,477 4,820 
4,482 4,777 
4,565 4,857 


4,615 4,866 
4,656 4,868 
4,837 4,936 
5,014 5,058 
4,889 4,865 


4,782 4,690 
4,649 4,596 
4,593 4,552 
4,544 4,508 





























Accompanying this evidence of a flow-back 
of excess currency, time deposits in the mem- 
ber banks have again increased for the first 
time since November. Banks, however, have 
continued to adjust their investments with an 
eye to liquidity, the first three weeks of Janu- 
ary showing steady increases in their holdings 
in United States Government securities and 
decline in securities other than Governments, 
despite the unremunerative rates for Govern- 
ments and attractive yields on other bonds. 

Liquidation of credit employed in carrying 
securities has continued during the past month, 
brokers’ loans showing a further reduction of 
$192,000,000 to $1,734,000,000, a figure well be- 
low any recorded in the present series of re- 
ports which was started in 1926. Aggregate 
loans of weekly reporting member banks on 
securities, including not only loans to brokers 
but to other customers as well, showed a 
reduction of $389,000,000 during the month. 

An interesting feature of this decrease in 
stock market credit is the fact that it occurred 
despite an improving trend of stock prices and 
heavy offerings of new securities. 


Reserve Bank Position 


Reflecting the retirement of currency, in- 
flow of gold, and decrease of member bank 
credit, total bills and securities held by the 
Federal reserve banks declined $407,000,000 
during January. Of this decrease, $244,000,000 
was in the acceptance portfolio, $119,000,000 
in holdings of Government securities, and $36,- 
000,000 in rediscounts. |Despite this substan- 
tial absorption of credit from the market, sup- 
plies of funds continued largely in excess of 
demand at the rates quoted 
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The Bond Market 


The bond market during January up to the 
time of the Congressional proposal to pay off 
soldiers’ adjusted compensation certificates in 
cash, involving a huge government bond issue, 
afforded one of the brightest spots on the en- 
tire business and financial horizon. Starting 
as a mild rally from the panic lows of early 
December, the advance in bond prices gained 
momentum after the turn of the year, and 
continued with only minor interruptions 
throughout most of January. This forward 
movement was confined at first very largely 
to prime investments, chiefly rails and utili- 
ties, but later broadened out sufficiently to 
include the majority of industrial and foreign 
issues. At the best prices, many high grade 
bonds had recovered practically all the ground 
lost during the Fall decline and were close to 
their post-war peak levels. 

The vigorous character of the upthrust in 
prices was clearly shown by the relative ease 
with which an unusually large volume of new 
financing was absorbed. Through January 
29th, total new bond offerings amounted to 
537 million dollars compared with 166 million 
dollars for the entire month of December. 
During the third week in January alone more 
than 250 million dollars in bond offerings 
were placed upon the market. At that time 
considerable fear was expressed that the 
weight of new issues was too great for the 
market to carry, and the advance was tempo- 
rarily halted. Within a few days, however, 
these new issues had been absorbed with a 
speed that surprised the most sanguine. High 
grade rail and utility issues have accounted 
for more than 60 per cent of the month’s total. 
Foreign financing has been restricted to two 
large Canadian issues, a $30,000,000 offering 
by the Province of Ontario, and a $70,000,000 
issue by the Canadian National Railways. 

The recent demand for bonds has come 
mainly from savings banks, insurance com- 
panies and, to a surprising extent, from small, 
individual investors. An active and growing 
demand from abroad for foreign dollar bonds 
has also been evident. The recent marked in- 
crease in savings bank deposits has been an 
important factor in creating a strong demand 
for bonds. In New York State alone, savings 
bank deposits showed a gain of more than 
$75,000,000 during the month of December. 

Other important factors have been a sub- 
sidence of the financial hysteria that arose 
during November and December, a distinctly 
more hopeful attitude regarding the general 
business outlook, and the extraordinary state 
of ease prevailing in the short term money 
market. While prime bankers’ acceptances 
are currently quoted at 1% per cent for the 
shorter maturities, and time money rates on 





the New York Stock Exchange are at approxi- 
mately the same figure, the yield on 60 high 
grade domestic bonds, as measured by the 
ptandard Statistics Co., is but slightly under 
4% per cent. The indicated spread of nearly 
3 per cent between short and long term interest 
rates is the widest in many years and under 
normal conditions must eventually lead to an 
overflow of short term funds into the bond 
market. With the possibility of a large gov- 
ernment issue overhanging the market, the 
improvement in the market was checked dur- 
ing the last week of the month. Prices of 
government securities and other bonds reacted 
and a slowing up in the demand for new issues 
occurred, 


Russian Wheat 


The Moscow correspondent of the New 
York Times, under date January 27, 1931, 
cables to that paper that the total exports of 
all Russian grain to January 1, 1931, were 3,- 
500,000 metric tons, and that 2,500,000 tons 
remained available for export. The metric ton 
is 2,204 lbs. The amount of wheat is not given, 
but the bulletin of the United States Depart- 
ment of Agriculture, dated January 25, 1931, 
gives Russian wheat exports, July 1, 1930 to 
January 10, 1931, as 72,080,000 bushels. The 





Times correspondent says that it is the policy 
of the Russian government to hold back a part 


of the grain available for export until it has 
knowledge of how the Fall-sown crop has 
come through the Winter. 


An interesting article upon the wheat lands 
of Russia and the development of mechanized 
wheat-farming on the State farms, written by 
Mr. C. F. Marbut, Chief of the Division of 
Soil Surveys, United States Department of 
Agriculture, appears in the Geographic Re- 
view, publication of the American Geographic 
Society for January, 1931. The article was 
written after a visit to Russia in the summer 
of 1930. 


Mr. Marbut begins his article with a discus- 
sion of the class of lands suitable for the pro- 
duction of wheat. He says that the best wheat 
lands are in semi-arid regions, which up to 
a few years ago were occupied by nomads and 
used very largely for grazing. The tremendous 
possibilities for wheat production in the great 
grass land areas of the world were unknown. 
“The wheat plant is not naturally adapted to 
a humid environment. It seems to have de- 
veloped in a dry climate, one that is usually 
designated as semi-arid.” Such an environ- 
ment produces a product of a very high 
quality. The yield, with a good supply of 
moisture, is in general larger than in a humid 
environment, unless the soil be well fertilized. 

The grassland areas are especially suited 
to large scale, mechanized, wheat-growing be- 





February, 1931 


cause to a greater extent than in the regions 
once covered by timber, they are smooth and 
unbroken. The top soils are unleached of salts 
necessary for plant food and of greater depth 
than those of the once-timbered regions. “In 
general they may be described as the most 
productive soils, as soils, in the world.” 


In North America the belt of land answering 
to his description of the land preeminently 
suitable for wheat extends north and south 
between Plainview, Texas, and Edmonton, 
Canada, with an outlying area in the Peace 
River country. The length is about 1750 miles, 
while the width within the United States 
varies considerably but is greatest at the 
northern end. South of the latitude of north- 
ern South Dakota it is about 200 miles. 

The Russian belt of wheat land runs east 
and west from the mouth of the Danube to 
Central Siberia, and is about three times as 
large as the described belt in the United 
States. The United States has much other 
land that will grow wheat but it will also 
grow other crops, which is not the case with 
the unoccupied Russian wheat lands. There 
is no large area of unoccupied first-class lands 
in European Russia. The Five-Year Plan con- 
templates bringing about 25,000,000 acres into 
the State wheat farms by 1933. At 12 bushels 
per acre this would yield 300,000,000 bushels. 

The State farms of all kinds already planned 
and in part actually organized cover a total 
area of about 75,000,000 acres. About 2,500,000 
acres were in grain under the grain trust in 
1930. The largest, the “Giant,” contains 
427,000 acres and had 280,000 acres in grain in 
1930. The crop was about 14 bushels to the 
acre. In 1929 the acreage was less and the 
crop was injured by drought, the average yield 
being 12 bushels. The cost per bushel on the 
“Giant” in 1929 was estimated at 80 cents per 
bushel, but with the larger yield in 1930 the 
official estimate is 50 cents per bushel. These 
figures are about what are reported from the 
big wheat farms in the Southwest of the 
United States. 

The economy of production on the State 
farms is largely in the fact that the labor used 
is not charged against the crop for the entire 
year, but is shifted from other employment for 
the few months required to make the crop. 
This is true also of much of the labor on the 
big wheat farms of western Kansas. Even the 
owners are away from their farms during 
much of the year. 

The Five Year Plan contemplates having 
the 25,000,000 acres of State farms in cultiva- 
tion in 1933. The author concludes that “if the 
collectivization and mechanization of the 
peasant holdings—another part of the Plan— 
takes care of the increasing consumption in the 
country itself, an assumption not entirely un- 


reasonable, Russia will be able to export 200,- 
000,000 bushels of grain by 1933.” 

The highest exportation of wheat from 
Russia in pre-war years was about 165,000,000 
bushels. Therefore, even if the Five Year 
schedule for wheat is realized, the increase of 
exportations over a period of nearly twenty 
years, need not be regarded as remarkable. It 
represents a recovery of the country’s pre-war 
position, and the demoralization of prices must 
be considered as due to the increase of produc+ 
tion in other countries while Russia was out 
of world markets. If there had been no war, 
the Russian exports probably would have been 
moderately increased, and there would not 
have been the incentive to increase production 
elsewhere. 

One fact that seems to stand out in this 
review of Russia’s agricultural possibilities is 
that while there may be a large increase in 
wheat production, the country has a compara- 
tively small area suited for diversified farming, 
which suggests that the sensible policy for the 
farmers of the United States will be to reduce 
wheat acreage, except in the regions where the 
costs of production are no greater than on the 
Russian State farms. Greater shifts than this 
have been made before now, and it should be 
possible to make this without lasting injury 
to this country’s agriculture. 


Meat Packers’ Profits 


Annual reports have recently been published 
by the “Big Four” meat packing companies, 
including Swift & Co., Armour & Co., Wilson 
& Co., and the Cudahy Packing Co., which 
closed their fiscal year on November 1, 1930. 
The record which these companies have built 
up over a period of many years for handling 
a very large volume of business at a narrow 
margin of profit was continued in 1930, despite 
the handicaps of business depression and fall- 
ing prices. A condensed summary of their in- 
come accounts for the past two years is given 
on the following page, together with the 
figures for all four companies combined. 

Combined sales of the four companies, 
which together handle about one-half of the 
meat packing business for the entire country, 
declined from $2,477,960,000 in 1929 to $2,301,- 
407,000 in 1930, or by 7.1 per cent. This is a 
much smaller decline than was experienced in 
most other lines of manufacturing or trade, but 
it must be remembered that, in periods of 
depression, as at all other times, the packing 
industry slaughters all live stock that comes to 
market, and there is little change in the total 
tonnage of product purchased and distributed 
throughout the country. 

Net profits after depreciation, interest, taxes 
and other charges, except dividends, totaled 
$27,705,000 in 1929, and $22,705,000 in 1930, 
showing a decrease of 18 per cent, caused by 
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Operating Results of the “Big Four” Meat Packing Companies, 1929-1930 
As Given in Published Stockholders’ Reports 


(In Thousands of Dollars) 


Swift & Co. Armour & Co. 
1929 1930 1929 1930 
$1,000,000 $900,000 $900,000 
13,077 12,491 9,811 4,741 
12,000 12,000 8,992 8,946 
1,077 491 819 D-4,205 
Capital and 


Surplus .... 227,217 227,708 276,658 271,376 
Profit per Dollar 
1.31c 1.39¢c 1.09¢c 0.53c 
Profit per Dollar 
of Cap. and 
Surplus 


Total Sales 
Net Profit 
Dividends .... 
Balance 


5.48¢ 3.54c 1.75¢c 


Wilson & Co., Inc. 

1929 1930 1929 1930 1929 1930 

$900,000 $310,000 $270,000 
2 


2,000 


63,805 
0.74c 


3.61c 


Cudahy Packing Co. “Big Four" Combined 
$267,960 $231,407 $2,477,960 
2,51 2,93 27,705 
25,398 
2,307 


610,078 
1.12¢ 


$2,301,407 
22,7 


25,395 
D-2,690 


606,890 
0.99¢ 


805 2,543 


2,000 2,406 2,448 
305 542 107 482 


65,224 42,398 
0.94c 0.94c 


42,581 
1.27¢ 


3.90c 5.92c 6.87c 4.54c 3.74¢c 





D—Deficit. 


inventory losses upon goods in process and by 
the adverse conditions prevailing in both 
domestic and export markets. Last year’s 
profit for the group was at the rate of only 
99/100 of one cent on each dollar of sales, 
while the year before it was one and 12/100 
cents per dollar of saies. Expressed in an- 
other way—if the leading meat packers last 
year had sold every $1.00 worth of product for 
$0.99, they would have made no return on their 
capital and surplus of more than $600,000,000, 
and would actually have lost money! As it 
was, profits return on capital and surplus 
amounted to but 3.74 per cent in 1930, as 
against 4.54 per cent in 1929. 


Of course, a large portion of this profit is 
made on the multitude of packing house by- 
products, without which the cost of meat 
would be much higher than it is now. The rea- 
son for “fancy” prices being charged the buyer 
of a sirloin steak or lamb chops must be found 
elsewhere than at the door of the packers. 


A comparison of the balance sheets shows 
that each of the four companies made a sub- 
stantial reduction in its inventories as well 
as accounts and notes receivable last year, and 
used the funds so released for liquidating 
funded and floating debt, and thus strengthen- 
ing its current position, as may be seen from 
the following composite statement. 


It will be noted that the principal changes 
were a liquidation of approximately $34 mil- 
lions in receivables, $49 millions in inventories 
and net worth declined $6 millions, giving a 
net release of $80 millions. Of this amount, 
$40 millions was used to reduce notes payable, 
$11 millions for accounts payable and $16 mil- 
lions for bonded debt, while cash was built up 
by $7 millions and investments by $5 millions, 


“Big Four” Meat Packing Companies 

Combined Balance Sheets 

(In Thousands of Dollars) 

Nov. 2, 1929 Nov. 1, 1930 
$ 40,541 
131,685 
255,416 


Assets: 
Cash 
Receivables 
Inventory .... 











Current assets 
Property account 
Investments 
Other assets 


504,004 
411,760 
51,344 
14,068 


477,172 
981,176 


427,642 








Slow assets 


IE MINI: setistnsesncocesintinzitons - 
Liabilities: 
Accounts payable 


Notes payable 
Other liabilities ...............ccccceee “ 


908,094 


61,073 
56,994 
848 


49,677 
17,071 
822 


67,570 
218,048 


285,618 


Current liabilities ................ 


118,915 
Bonded debt 





Total liabilities 
Reserves 
TCOEIRT WORE cect cccecsscccnsctscoscesene ns 
Surplus 
Minority interest 


OU TRIE ccsccscsnticctisattiicsnnnd & 
Total 








612,961 
eooseee $981,176 





On January 5 last the Supreme Court of the 
District of Columbia modified the Consent 
Decree which since 1913 had prohibited the 
“Big Four” companies from handling anything 
other than meat and produce. According to law 
they are now permitted to buy, manufacture 
and distribute a wide variety of food products, 
including vegetables, fruit, cereals, coffee, 
spices, etc., but are not permitted to sell at re- 
tail, although the chain store companies, which 
were built up from the retailing business, are 
now permitted to operate the packing business 
in connection therewith. It is important to find 
justification for this discrimination. 


THE NATIONAL CITY BANK OF NEW YORK 











Combined Statement of the Banks of the 
| First’ National Group in Minneapolis 
as at December 41, 1930 


RESOURCES 

~~ Loans:and Discounts . aoe i : $ 60,324,536.44 
Overdrafts . . . .« |. 20,880.18 
U.'S. Govt. Securities ° . Ws e ° 20,487,302.00 
Other Bonds & Securities ° ° ° ° 22,803,956.78 
Bank:Buildings . . . . . 1,166,500.00 
Furniture & Fixtures . ° 123,535.88 

Customers’ Acceptance Liability ane 
(Less Anticipations) i 4,188,118.04 
Bankers; Acceptances Purchased |. . . 3,648,000.00 
Interest Earned but not Collected | ‘ 363,964.61 
Cash on Hand & Due from Banks: . 35,805,202.61 





$148,931,996.54 
LIABILITIES 
Capital Sigck.. ww tl $ 7,500,000.00 
Surplus . ‘ ‘ " ‘ r . ‘ 6,080,000.00 
Undivided Profits . : ‘ 722,832.52 
Reserve for Interest, Expenses ond Taxes > 4 722,023.47 
Interest Collected but not Earned . ‘ 249,727.17 
Circulation . ‘ : ° 1,977,900.00 


Letters of Credit snd Acceptance > ° % 4,228,563.01 
DEPOSITS . ‘ ‘ b ‘ 127,450,950.37 





$148,931,996.54 
Affiliated with 
FIRST BANK STOCK CORPORATION 


Combined Resources Over $475,000,000 


@@Q0) FIRST NATIONAL GROUP @@a@ 
RESOURCES OVER $15S.000.000 

ST. ANTHONY FALLS OFFICE 
‘armceewagon | FIRST NATIONAL BANK... | mnogo 


PRODUCE STATE BANK 
1st Avenue North at Seventh Street 


BLOOMINGTON-LAKE 
NATIONAL BANK 
Bloomington at Lake 


West Broadway at Emerson } 
"rorrmapeoma FIRST MINNEAPOUS, TRUST COMPANY 


Broadway 
HENNEPIN STATE BANK FIRST SECURITIES CORPORATION 


Washington at Hennepin 





A filiated with 
GEE FIRST BANK STOCK CORPORATION G&@Z20Er 























